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During August the three activity indicators moved 
REAL ESTATE, MORTGAGES ahead at a good rate. Tobe sure, there were 
AND RESIDENTIAL CON- slight declines all around, but as a whole all 
STRUCTION segments of the real estate-mortgage lending- 

home building industry got through the month 
with a substantial volume of business. Real estate activity was down one-half a 
point from its July level, but was still moving at 35 points above the long-range 
computed normal. Mortgage activity also dropped a trifle to 175.8. This was a 
decline of 3.2 points from its July reading of 179.0. Home construction con- 
tinued to confound the critics of Regulation X by racking up 85, 000 starts in August. 
As a matter of fact, in the 12-month period since controls were first imposed, 
the home building industry has started 1, 220, 000 new nonfarm residential units. 


Due to heavy prior commitments, however, this is not a true indicator of the 
efficiency of credit control. The eight-month period of 1951 has seen 758, 500 
residential starts, compared with 992, 000 in the first eight months of 1950. This 
is a decline of 234%. If public housing starts are excluded from both eight-month 
totals, the decline in private starts amounts to 29%. 


Although credit controls have been effective in slowing down home construction, 
they have not “crippled” the home building industry. To be sure, the volume is 
less than the all-time record of 1950. That’s what the controls were meant to 
do, but when the number of residential units started in the first eight months of 
1951 is compared with other postwar years, it becomes obvious that, while the 
home building industry has been inconvenienced by “X, ” it has certainly not been 
crippled. The number of starts during the first eight months of 1951 has been 
greater than the number started during the similar period of any other postwar 
year except 1950. The following percentages show how far 1951 is ahead of the 
other postwar years: 62% ahead of the first eight months of 1946; 45% ahead of 
same period in 1947; 15% ahead of the same period in 1948; and 17% ahead of the 
same period in 1949. So, while the current rate is 23% below the 1950 rate, the 
home building industry has not been crippled. In fact, it hasn’t even been badly 
bruised - yet! 


When things are moving as fast as they are today, last month’s statistics are 
apt to be pretty stale. In view of the confusion that has descended upon the real es- 
tate-mortgage lending-home building fields, immediate past performance is not 
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much help in judging what may happen in the next two or three months. Chief con- 
tributors to the confusion were the National Production Authority, a comparative 
newcomer to the field, and the Congress of the United States, with a long and dis- 
tinguished record of bewildering practically everyone, including its own members. 
With the congressional eye focused sharply on 1952, the committee on housing legis- 
lation reached into its grab bag and came up with something for everybody. Of 
course, the politically powerful lower income and veteran groups walked off with 
the fanciest packages - much lower down payments on new homes. New homes 
in the lower price brackets may now be bought with a much smaller down payment 
and financed over a much longer period than was possible under the original terms 
of Regulation X.* Veterans who now enter the home buying market also find their 
new credit regulations much more liberal. They can buy a $12, 000 house for $960 
down, a $10, 000 house for $600 down and a $5, 000 house (if they can find one) for 
$200 down. 


All of this naturally depends upon the financing available to veterans. Our 
guess is that the easier terms will make lenders even more reluctant to put up 
their money at 4% when plenty of loans are available at 44 to 54% and up. In 
other words, the new terms to veterans will add considerably to the demand for 
loans while doing nothing to increase the supply of money available for them. 
Direct lending to veterans by the government has been rising, but cannot begin 
to take care of the increased demand unless more money is voted by Congress. 
At the present time this does not appear likely, but an equally insidious plan 
has been advanced by Senator Maybank of South Carolina. The Maybank plan 
proposes tapping the $5.6 billion VA life insurance reserve fund for direct in- 
vestment in veteran loans. No one knows how much of the reserve fund would 
ultimately be invested in direct loans, but it obviously contains enough money 
to put the government directly into the mortgage business on a gigantic scale. 





The proponents of this measure point out that by investing in 4% loans instead 
of 3% governments, the reserve fund would save the taxpayers up to $40, 000, 000 
a year. This carefully planted “booby trap” may fool any unwary Con,ressman 
who fails to see the danger of additional government participation in the lending 
field. Fortunately, the timing of the measure is against its passage. In view 
of the “five percenters” and the RFC investigations we believe that Congress will 
be hesitant about creating a new source of potential “embarrassment.” Neverthe- 
less, any step toward direct government loans should be fought by everyone who 
believes in private enterprise, and the mortgage lenders should be in the van. 


While Congress presented especially generous terms to the buyers of lower- 
priced homes, they also lightened the terms for buyers in the higher price brack- 
ets. The down payment on homes selling for from $15, 000 to $24, 000 is exactly 





*In addition to being more liberal, Regulation X is also more difficult to under- 
stand. Therefore, we are rewriting our booklet “A Literal Interpretation of Regu- 
lation X.” Also included will be the recent changes in Section 501 (b) of the Serv- 
icemen’s Readjustment Act. 
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$100 less than it was under the old regulations. This token readjustment has 
relatively little value to anyone except Congressmen who can point out to their 
constituents that they made it easier for everyone to buy a home. Perhaps 
Congress has salved its conscience by rationalizing that easier terms are not 
going to cut much ice in the present mortgage market. Maybe they ’re right. 
Certainly there’s nothing on the horizon to indicate a flood of VA loans (except 
Senator Maybank’s fearful proposal). Moreover, we understand that the HHFA 
looked with considerable disfavor and some consternation on the terms of new 
“X.” If this is the case, FHA appraisals can be made low enough to bring FHA 
terms down to what the Administrator deems a practical level. While the supply 
of mortgage funds is slowly increasing and will continue to show improvement, 
there is no sign that conventional lenders are going overboard for the easy terms 
just because they ’ve been told that they can. 


On the other hand, it would be foolish to say that new “X” will not cause 
some recovery. It will. In some localities it may be considerable. A great 
deal is going to depend upon the attitude of the individual mortgage lenders. If 
the lenders in a certain area are not particularly afraid of the new terms, new 
“X” will help. If the lenders insist on the old terms or on more stringent ones, 
new “X” might as well have stayed in committee. In designated defense areas the 
boost should be greater. This is because the watered down terms of *X” can be 
even further diluted and Fanny May can make advance commitments (only a few until 
she gets more money) until the first of the year. 


Perhaps more important than the elusive and theoretical effects of credit 
controls is the hardboiled tangible fact of the Controlled Materials Plan. Never 
before in peacetime has an industry been so enmeshed with overlapping controls 
and directives as will afflict the construction industry on October 1, 1951. With- 
out going into the interminable and painful details of the CMP orders, we can 
simply say that with the exception of small homes and defense facilities, practically 
no construction will start without a government permit and material allocation. 
The present attitude of the government is that precious few permits are to be 
issued. So for the home builders it’s “get into lower price brackets or stop 
building, ” and for the big general contractors it’s “get into defense construction. ” 
As we pointed out in the Real Estate Analyst, the switch to lower-price homes will 
not always be an easy one. High-priced homes call for high-priced land and vice 
versa. When a builder has been operating in the high price brackets, his land 
inventory is probably also high-priced and unsuited for (or zoned against) lower- 
priced homes. However, those builders that can operate in the lower cost fields 
will probably be able to build a good many houses. 


To explain very briefly - builders can use two classes of controlled materials. 
These are designated as Class A products and Class B products. Class A prod- 
ucts are generally considered to be unfabricated items such as steel and copper 
pipe, steel reinforcing bars, steel tubing for electrical conduit, nails, etc. Class 
B products are those items that have already been fabricated and include such 
products as bath tubs and other plumbing fixtures, cast-iron soil pipe, furnaces 
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and fabricated duct work, fabricated gutters and downspouts, steel sash, kitchen 
cabinets, etc. There is no control at the builder level over Class B products. He 
may use all he can buy. 


The builder is limited as to the amount of “A” products he can use. If he is 
going to build a house that uses no more than certain specified amounts of “A” 
products, he can go right ahead without government interference. When a builder 
is ordering controlled materials for such a house, he simply writes “certified 
under CMP Regulation 6” on his purchase order and signs his name. The vendor 
is thereby authorized to sell him the necessary material. This is known as 
self-authorization or “self-certification, ” and is allowable only when the amount 
of “A” products needed falls within the following limits: 


One-family residential structure - 1, 800 pounds of carbon steel and 35 pounds 
of copper products, or 1, 450 pounds of carbon steel and 160 pounds of copper 
products (copper wire and tubing, for example). 





Two-family residential structure - 3, 500 pounds of carbon steel and 65 pounds 


of copper products, or 2, 700 pounds of carbon steel and 300 pounds of copper 
products. 








Three-family residential structure - 5, 100 pounds of carbon steel and 100 


pounds of copper products, or 4, 100 pounds of carbon steel and 450 pounds of 
copper products. 





Four-family residential structure - 6, 500 pounds of carbon steel and 125 


pounds of copper products, or 5, 200 pounds of carbon steel and 575 pounds of 
copper products. 





The authorized quantities of steel and copper are stated alternatively to allow 
the builder latitude in the choice of installing water systems using copper tubing 
or uSing steel piping. No structural steel, no alloy or stainless steel and no 
aluminum can be purchased for use in residential construction on a self-authorized 
order. Class B products are not included in the above weight limitation since 
they are not controlled at the builder level. 


If the house is going to require a greater amount of “A” products than the 
amounts shown above, the builder must apply for a government permit. The 
requirements for multifamily buildings are different, and few will be built. We will 
cover the other details in a booklet on CMP or in an early Trends Bulletin. 


Needless to say, very substantial homes can be built within these require- 
ments. They will probably have no more than five or six rooms, but they can be 
very fine houses. They will have no structural steel after builders’ inventories 
are exhausted, but there are millions of houses the world over that have stood 
for hundreds of years without structural steel. Furthermore, the basementless 


house, which is rapidly gaining in popularity, actually requires no structural steel. 
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There ’s no doubt that all non-defense construction will be curtailed for the 
next several months. The most drastic cutbacks will occur in recreational, com- 
mercial and multifamily structures. The smallest decline will be found in con- 
struction of single-family residences, where the builder can “self-certify” for 
his materials. Even this class of construction will probably start falling off early 
in 1952. The most serious shortage from the national point of view is the dearth 
of copper, but what makes the copper shortage so onerous to the home builder is 
the severe restrictions placed on the use of steel. Without these restrictions most 
copper items could be replaced by steel and the home building industry would then be 
relatively free to go its merry way. 


We believe that fairly soon the controls on steel will be loosened; at least they 
should be. In our estimation a great deal of the steel shortage is fictitious. In view 
of our enormously expanded capacity (15%above the peak production of World War II) 
a steel shortage of any great duration just doesn’t make sense. One theory, to 
which we at least partly subscribe, is that the government has exaggerated the se- 
riousness of the shortage in order to prepare the way for government steel mills. 
After all, the Administration has made rather strenuous efforts to put the govern- 
ment into the steel business on the grounds that greater capacity was needed than 
private interests would provide. Before long we expect to hear Administration 
spokesmen use the present shortage to “prove” that they were right all along, but 
that their efforts were blocked by “selfish interests.” 


In view of the overlapping and conflicting influences of the various government 
controls, the future course of the real estate-mortgage lending-home building 
field is all the more doubtful. Our guess is that for the short pull real estate 
activity will bob around its present level, with possibly a slight downward trend. 
The brokerage business is going to be hurt least of all by CMP and will probably 
receive some stimulus from new “X.” A substantial part of most brokerage 
business has always been the sale of older residences that are not controlledby 
Regulation X. One thing owners of these houses should realize is that the prices 
of older homes have been slipping. Many owners, out of touch with the market, 
have exaggerated ideas of the market values of the houses they want to sell. The 
mortgage business should also be pretty good for some time to come. It will 
probably continue to decline but the decline will be slow, and its present level is 
comparatively high. Mortgage lenders’ biggest worry should be how to keep the 
government out of the direct lending business. Insofar as the builders are con- 
cerned, they are going to be hurt, at least for a while. No doubt some of them 
will take a vacation for the next six to 12 months. 


One other problem the home builders face was brought to light by a recent 
B.L.S. survey, pointing out that over a quarter million homes had been built 
by individuals in 1949 without the services of a builder. If such a trend continues, 
the home builders will eventually be losing more business to the amateur than 
they ever did to Regulation X. 











